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Editor’s Note: Wrong with the Dollar?” provides useful 
review the balance-of-payments situation, and proposes various sug- 
gestions which this country could follow with respect its internal 
economic policies. Related articles this issue: “Gold and the Dollar 
Crisis” (p. 6); Trade Policy for the 1960s” (p. 21); “Are Overseas In- 
Drain?” (p. 29); and Trade Afloat” (p. 35). 


THE GOLD and dollar problem can attributed two 
underlying forces: 

Very important our problem has been bias tendency toward 
inflation this country since 1933. From 1933 1952, the trend sharply 
accelerated. From 1952 1960, was somewhat moderated, but still 
present. This bias showed itself in: government deficits and overall fiscal 
policy; adoption and adherence cheap money policy without 
clear understanding its economic implications; the cost-push effect 
prices the wage-cost trend this country. 

The other fundamental our problem has been the emergence 
eficient European productive power the past five years, both the 
individual country level and the common market concept which ap- 
peared 1957. The significance the emergence the Common 
Market supported revitalized, modern efficient equipment, has not 
been fully realized the average businessman and government official 
this country. 

Belore getting into analysis the two foregoing forces, let say 
that American dollar reasonable equilibrium with the pound 
sterling, the French franc, and the German mark. The answer our 
problem not devaluation nor growing list controls 
which treat symptoms instead causes. 

Since 1933, there has been very false, unhealthy view the value 
the so-called cheap money policies. This country had the very cheapest 
money from 1933 1945. 1939, the rediscount rate had been 
artificially reduced 1%. What did accomplish? the end 1939, 
after 614 years cheap money, unemployment was still 1814 our 
working population. This compares with today’s 6%. the end 
World War II, the artificial control money had reached point where 
savings institutions literally refused take deposits because they could 
not profitably put the dollars work. 


What’s Wrong with the 
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Korea, there was resurgence the spirit enterprise 
which manifested itself expanding research budgets and plant ex. 
pansion billion doliars year and world-wide recovery. Then 
came the dramatic and important historical year 1957. 
were still seller’s market and foreign industrial capacity was still 
busy meeting the needs its own markets. Then came the big 
turning point. 1957, the Common Market came into existence 
had, its objective, the eventual elimination tariff barriers 
between Western Germany, France, Holland, Belgium, and 
Luxemburg market some 170 million people. this same year, 
the United States’ economy sulfered indigestion because excessive in- 
ventory accumulation. Also, the commercial banks the United States, 
for the first time years, became fully invested with loans. 

Now begin see the reasons for the present problem 
...a problem involving both trade balances and evaluation the 
rest the world our fiscal soundness. 

combat the 1958 recession, the Administration turned deficit 
financing. The fiscal budget shifted from slight surplus 121% billion 
dollar deficit one year. Money rates were again artificially reduced 
that the Bill rate dropped 1%. type tactic had been success- 
fully practiced 1949 and 1954, but now the world forces were such 
that caused international reverberations. 

1959, the banks were even more fully loaned. Europe was booming. 
Partly because the steel strike and partly because the slowness 
Detroit realize the desire for compact car, ran into 
heavy another payment deficit about 3.5, billion dollars 
was encountered. 1959, became apparent that: 

Common Market Europe was reality and real substance. 
The size the Common Market would now permit using the largest, 
most efficient specialized automatic equipment available industry. 

This new ingredient, combined with the relatively low wage rates 
Europe, gave industry Europe competitive advantage for the first 
time. 

Probably the most dramatic turn-around the American economy 
vis-a-vis the European economy report that Europe 1960, prob- 
ably over million cars were manufactured. this output, 500,000 
were exported the United States. 

The payments problem that developed the latter part 1960 was 
due fear the minds international money market managers con- 
cerning our government deficits, our cheap money policies, and our 
spending programs, and dangers that our costs production would 
prevent our competing abroad even our own domestic markets. 

the present time, have about billion dollars gold. Our 
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monetary reserve requirements are about billion. This leaves free 
balance billion dollars meet foreign claims they should demand 
gold instead dollars. can also borrow from four five billion 
from the International Bank meet foreign claims. May say, very em- 
phatically, that the size our gold balance does not disturb me, but 
the trend and the causes the trend are extremely worrisome. still 
own nearly much gold all other non iron-curtain countries put to- 
gether, but must immediately realize what this gold flow telling 
us, and begin treat not the symptoms but the causes it. Fundament- 
ally, 

must stop increasing the money and credit supply. 

must stop artificially tampering with the forces demand and 
supply the money markets this country. 

must stop artificially raising our costs production. 

must win back reputation for fiscal soundness. 

must stop kidding the public that our problem can solved 
regulations such restricting tourist expenditures abroad. 

recommend that there must fundamental understanding the 
impact the world money market the domestic money market. The 
United States longer free consider monetary policy purely 
domestic needs. 

Everyone America should made realize that now have com- 
petition from other nations which never had before. The output per 
man hour Europe now approaching ours. When you apply wage 
rate that less than half ours, you realize the competitive disadvan- 
tage that present. must once again become competitive. 

There now economic justification for the United States carry 
the burden foreign aid and NATO. European countries must carry 
share foreign aid for the underdeveloped nations and for the 
cost NATO. 

Domestic policies must based the recognition that there need 
encourage efficiency all levels performance. 

There must restoration confidence the fiscal soundness 
our federal and state governments. There need devalue the dollar 
fundamental economic sense becomes the basis our policies. ab- 
solute terms, our gold supply adequate, but the outflow gold must 
stopped. continue huge government deficits, continue 
lower money rates, continue increase wages without cor- 
responding increase productivity per man hour, then will see 
continued outflow gold, will see gradual strangling the 
economic health America, and will see basic deterioration our 
enviable standard living. 
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THE normal requirements for monetary reserves appropriate 
the maintenance convertibility the major trading are 
likely exceed considerably billion billion over the next 
ten years the contribution which may expected for the purpose from 
current levels gold production. 

This gap unlikely filled the supplementary contributions 
world liquidity that may derived from the further growth dollar, 
sterling, and other national currency balances media for reserve 
cumulation. 

the absence any specific planning and policies, the growing 
adequacy world reserves would most likely lead, within rel- 
atively short span years, new cycle international deflation, 
devaluation and restrictions, did after 1929. Such cycle might 
possibly triggered unfavorable economic developments outside 
the center countries themselves, but its international spread would 
gin with the difficulties which the United States the United 
dom might experience result any considerable slowdown 
reversal the inflow foreign funds their markets. The lessons 
the and the radical changes which have taken place since then 
governmental attitudes and policies would probably rule out any wide- 
spread recourse to, acceptance of, internal deflation method 
adjustment. Devaluation and restrictions would the most likely out- 
come such situation. 

The proposed expansion the International Monetary Fund’s quotas 
percent, and the International Bank’s capital 100 percent 
are steps the right direction. less publicized, but important feature 
the European Monetary Agreement the exchange guarantee 
provided all balances held any participating country the 
currency any other participating country. This provision may indeed 
encourage broader use European currencies and particularly ster- 
ling reserves the countries concerned. Finally, the implementation 
the provisions the European Economic Community Treaty relating 
coordination economic and monetary policies and the adjustment 
balances payments within the Community may also lead fruitful 
developments the future. 

Far more comprehensive measures than those adopted far remain 
necessary, however, adapt the old gold and gold exchange standards 
the needs our times and provide the world with viable frame- 
work for international payments expanding world economy. The 
most promising line approach long-term solution the problem 
lies the true the foreign exchange compo- 
nent the world’s international reserves, protecting the world monetary 
system from the instability resulting from arbitrary shifts from one 


reserve currency into another into gold. Such solution should 
regarded the normal culmination one the techniques used the 
past adjust the monetary system the requirements expanding 
economy, i.e. the gradual withdrawal gold coin from active circula- 
tion, and its concentration into the monetary reserves national central 
banks. 

The European convertibility decisions December 1958 mark 
important step forward the long road from the international mone- 
tary chaos the last decades toward new international monetary 
order. and themselves, however, they merely return the world 
the unorganized and nationalistic gold exchange standard the late 

Inadequate gold supplies are supplemented, such system, 
growing accumulation national key currencies international re- 
serves. The gold shortage merely disguised shortage the key 
currencies question. 

The internationalization foreign exchange reserves under the aegis 
the International Monetary Fund, entailing the substitution IMF 
balances for balances national currencies, here advocated the 
most logical solution this problem. Such balances should made 
equivalent all respects gold itself and widely usable and ac- 
ceptable world payments. 

The IMF lending capacity would based the accumulation 
bancor accounts the form deposits with the IMF member 
countries part and parcel their total monetary reserves, alongside 
gold itself and fully equivalent international settlements. This 
basic objective, however, requires neither that the Fund endowed 
with unlimited and potentially inflationary lending capacity, nor 
that each member country commit itself advance accumulate 
limited amounts bancor settlement its surpluses. 

The overall lending capacity the Fund can properly limited 
the creation bancor amounts sufficient preserve adequate level 
international liquidity. Various criteria could retained for this 
purpose. The simplest one might limit the Fund’s net lending, over 
any twelve months period, total amount which would, together with 
current increases the world stock monetary gold, increase total 
world reserves by, let say, percent year. 

workable and viable system international monetary convertibil- 
ity will depend ample provision cushioning capital finance 
temporary disequilibria, and the correlative acceptance and imple- 
mentation coordination internal financial policies sufficient 
preserve long run equilibrium each country’s overall balance pay- 
ments. The internationalization foreign exchange reserves would help 
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provide this financing and give the International Monetary Fund the 
necessary leverage promote such harmonization. 

The political, administrative, and psychological obstacles full 
tegration dictate flexible approach the problem convertibility 
itself. Every opportunity for negotiable and workable agreements should 
exploited fully possible, both the world-wide level and the 
regional levels. 


The Uses Economics 


This Chapter (pp. 91-108) 
Research for Public Policy 
(Washington, D.C.: The 
Brookings Institution, 1961. 


126 pp.) 
Charles Hitch 


Assistant Secretary Defense 
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How CAN useful? First and fundamentally, economics 
useful incisive and productive way looking problems. The 
mere casting problem economic problem, the explicit arraying 
the alternatives, and the qualitative evaluation the costs and util- 
ities each frequently throw flood light the problem, revealing 
answer, way the additional information needed find 
answer. 

Very frequently course the mere common sense casting problem 
economic problem, while helpful for straight thinking, far from 
sufficient for its solution. Thus, the second way which economics can 
useful providing the requisite analysis usually quantitative 
improve choice among the alternatives. This will require empirical 
inputs, which only some would normally regarded economic. 

The third way which economics has the capacity for being useful 
the design institutional arrangements, broadly interpreted, 
which are conducive economy efficiency. This the classic, tradi- 
tional prescription: fix the institutional environment which economic 
activity takes place, and leave the rest the invisible hand. have 
become well aware the limitations such prescriptions, but 
stressing the limitations have sometimes lost sight the power and 
relevance the concept. 

will here confine myself the realm public policy problems. Let 
first run over the traditional public policy areas. The first and most 
classic freer trade the non-agenda government. Despite our 
progress, restrictionism abounds many guises and with many legiti- 
mate and illegitimate justifications. One the most important tasks 
the development ways, means and devices make the removal 
restrictions acceptable. 

Second, there the traditional agenda government, the area 
monopoly-competition-regulation. should like see economists give 
increased attention regulatory problems. 

The third traditional area consists monetary-fiscal-employment-in- 
flation problems. This area that bristles with thorny secondary 


problems. Shortrun economic predicting its infancy. appropri- 
ate criterion for compromising the claims full employment and those 
price stability remains elusive, does the criterion for selecting suit- 
able blends monetary and fiscal measures. 

The fourth traditional area classification the revenue side 
public finance. Our tax structure inherited from periods low peace- 
time expenditure and wartime emergency; would remarkable 
coincidence were appropriate for period sustained high govern- 
ment expenditure. 

Let now turn the less traditional areas, which should like 
discuss two: the economics development and growth, and the econom- 
ics government expenditure. Hopefully some exciting new research 
beginning increase our understanding the growth process, the 
neglected factors which depends, and the role public policy 
promoting growth. The essence growth, the civilian economy 
with our military capability, research and development, invention and 
innovation. This not the only element growth, but tremen- 
dously more important than investment within given state tech- 
nology, and the attention have devoted these two factors the 
past has been inverse relation their importance. 

The other new, relatively neglected, field the economics 
government expenditure. The problems government expenditure are 
economic problems: they are economizing problems. And the first help- 
ful thing can economists recognize them such and per- 
suade non-economists that they are economic problems. usually 
need economic analysis which measures the costs and utilities the 
alternatives (or many them can measured) and evaluates 
them determine which yields the greatest excess utilities over costs. 

The key progress modesty our objectives. perfectly ap- 
parent that when have incommensurable and ill-defined objectives, 
incomplete markets, and substantial uncertainties and game elements, 
the optimum optimorum will elusive. Fortunately, useful, 
economists not need find that Holy Grail. 

the government expenditure area, economists can also suggest im- 
provements the institutional environment. large proportion the 
energies the best people government are consumed fighting for 
larger budgets rather than making the best use those they have. 

the negative side, let suggest that part the economist’s in- 
tellectual difficulty may stem from his tradition considering each 
decision isolation. think that distributive and spillover effects, 
well uncertainties, become much less inhibiting think instead, 
and much more realistically, the appropriate criteria for large set 
decisions. other words, arguing that perfectionism can stultify 
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otherwise good economics. There much said for relying mainly 
“expected value” calculations, ignoring much the variance, and 
for concentrating, the case remote spillover and distributive effects, 
expected bias. 

Another trained incapacity stems from our past emphasis static 
models. became bemused static theory that usually forgot 
that profit maximization ambiguous multi-dimensional 

Thirdly, have fallen into the lazy habit making convenient but 
naive assumptions about some the critical inputs economic anal- 
ysis notably naive assumptions about individual, business, and govern- 
ment behavior. 

And finally, like the practitioners nearly every science, have 
marked tendency alone. the future, see the future, econ- 
omists, they are remain useful, will have tackle lot impure 
problems for which their special tools, while useful, are not enough. 


Competing for the Capital 
Finance Corporate 
Growth 

From: Managing 
Economic Explosion (New York: 
McGraw-Hill, 1961. 269 pp.), 
edited Dan Fenn, Jr. 

Pp. 172-194 are abstracted here 


Charles Williams 


Professor Business Adminis- 
tration, Harvard Business School 
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First, think can expect substantial economic growth the decade 
ahead, despite what the London Economist has called leaden be- 
ginning the Golden Sixties.” 

Second, there will active and vigorous competition for the funds 
generated personal savings. interested particularly 
the financing business should keep much mind that business 
only one and indeed, balance, minor claimant for the supply 
funds the marketplace. Business must compete with consumers whose 
desire for mortgage and other credit promises remain voracious. 

Third, there will enough legitimate and justifiable concern over 
inflation that public restraint the creation credit through the 
commercial banking system will continue exercised. 

With these basic assumptions set, can gain some perspective for 
our look business financing the ten years ahead look backward. 
From 1946 the middle 1959, relatively homogeneous period 
growth, what was the nature the business demand for funds? Especial- 
striking the huge outlay for plant and equipment accounting for 
roughly two thirds the total business usage funds during the post- 
war years. Increased receivables stemming largely from 
levels sales volume absorbed funds, and there was important 
sponging funds increased inventory levels. Reflecting the gen- 
eral profitability business during the period and marked restraint 
dividend payout, retained earnings have represented very important 
source funds for business expansion. But even more important has 
been the inflow funds related depreciation not nearly enough 
match the gross outlays plant, but far the most important category 
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the source side. long plant outlays continue climb, the 
depreciation should mount. 

Worthy particular note the fact that business more and more 
basis. The fact that business 
generates most its own funds has broad economic and social signifi- 
cance. Obviously greater responsibility placed the management 
that does not have outsiders the marketplace justify its 
plans for capital investment. 

When business managers turn the capital market for external 
the decade ahead, the cdds are very heavy that they will 
draw their funds predominantly from financial institutions. 
reason believe that the long-term trend toward increasing institution- 
alization savings and their allocation users professional in- 
vestors will not forward the sixties. the business management 
raising funds externally must appeal institutional sources and pre- 
pared cope with the policies, legal limitations, conventions, preju- 
dices, and idiosyncracies those who control the employment the 
billions pouring into the institutions. 

environment keen competition for institutional funds, the 
business use investment bankers advisory, fee basis help 
the search for the most suitable lender, and negotiating the best 
terms direct placements, will become even more common. 

Shifting topics, what can projected business use debt 
particularly long-term debt? The external financing business recent 
years has been predominantly through debt instruments. view 
there are good reasons predict that business will continue emphasize 
debt rather than equity issues. Indeed, greater use long-term debt than 
the past decade likely. Why this prediction? First, debt money 
continues cheap, measured either relative absolute terms. Second, 
the self-imposed restraint management use debt great many 
companies will relaxed. Although number individual firms and 
indeed some industries have pushed their borrowing the practical 
limits imposed lenders, the use debt corporations generally has 
been restrained and moderate. 

should noted that recent years number companies have 
been willing take indirect debt through leases, guarantees sub- 
sidiaries’ obligations, other devices that not show debt ratios 
such, but which represent very real compromises with the no-debt 
position. 

the area fixed-asset investment, greater and more carefully 
organized effort and increasing skill capital budgeting, together with 
implicit recognition the usefulness “present analysis, should 
have increasing impact management decisions. 
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And seems that the recent trend toward reducing bank 
balances and increasing short-term investment bills and other les 
liquid instruments may well give way favor programs which 
greater effort made plan financial moves avoid accumula. 
tions large amounts liquid funds. After all, there should little 
management satisfaction earning before taxes large 
amount liquid funds carried for long periods when the average pretax 
cost capital the firm may well run 20%. 

Another developing area that will marked with progress and 
problems that financial public relations recent years 
increasing number companies have inaugurated much expanded 
FPR programs that is, planned activities designed influence favor- 
ably the attitudes investors toward the company and its securities. 

What can the management small but growing firms minimize 
inherent weakness their ability compete for capital and avoid 
being enveloped financial “cul sacs” that frustrate expansion? Keen 
financial management can well center these areas: 

(1) Especially heavy pressure toward eflicient use assets. 

(2) Full exploitation measures which avoid the need for funds. 
The capital-hungry firm should investigate particularly carefully wide 
range possible alternatives subcontracting, multiple-shift operation, 
and the like before decision made invest new plant facilities. 

(3) Careful advanced cash-flow planning. 

(4) Vigorous search for sources long-term funds well advance 
the anticipated needs. 

(5) Careful cultivation possible sources funds. 

(6) Realistic attitudes toward the terms which funds can 
secured. 

Here are some sources financing that may well become increasingly 
available the resourceful low-group management. First, predict that 
large suppliers will increase importance furnishers credit their 
customers. 

More important the increasing willingness large suppliers 
negotiate special financing deals with customers promise. Also 
likely that more and more industrial commercial equipment will 
available for purchase fairly long payment terms strict rental 
basis. 

entirely likely that the present governmental programs aimed 
increasing the availability intermediate and long-term finance for 
firms that find difficult compete for capital particularly smaller 
businesses will altered and expanded. 

Organizational growth through merger into firm with strong finan- 
cial capacity can provide the means for development enterprise. 
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From social point view, most important desideratum that worth- 
while new ideas solid product lines with prospects successful ex- 
pansion find the financing support essential their development 
satisfied the merger, quite possibly much more completely than 
the individual firm struggled along hampered its progress inade- 
quate financing. 

any case, subject only the degree restriction imposed mer- 
gers the threat antitrust action the government, seems likely 
that mergers will represent increasingly important, indirect, way 
for the promising but capital-hungry company insure the financing 
necessary for full realization its potential. 


DURING THE NEXT couple decades there will some profound, far- 
reaching changes the strategy utilized manage the human resources 
enterprise. These changes will not superficial modifications 
current practice, but basic revisions certain concepts which have 
dominated management thinking during the past half century more. 

The circumstances which will ultimately force these changes are al- 
ready developing, but their significance not yet widely recognized. 
They can summed terms four trends which are clearly ap- 
parent our society today: 

The explosive growth science (both behavioral and physical) 
which yielding knowledge relevant every function enterprise. 

The increasing complexity technology both office and 
factory and related aspects everyday life such transportation 
and communication. 

The growing complexity industry-society relationships with 
government, consumers, suppliers, unions, stockholders, and the public 
generally. 

The changing composition the industrial work force. Today 
more than half the employees industry the United States are white- 
collar. Within the white-collar group, are witnessing rapid growth 
“exempt” salaried personnel, which includes managers and profes- 
sionally trained people all kinds. 


New Concepts 
Management 


Technology Review, Vol. 63, 
No. February 1961, pp. 25-27 


Douglas McGregor 


Professor Industrial 
Management, 
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One major consequence these trends that few years the Single 
largest and most influential class employees most industrial organ. 
izations will professional managers and specialists many kinds, 
populating every department and every function. Their utilization 
various branches scientific knowledge solve practical problems 
will the primary basis for planning, decision making, 
formulation from top bottom the organization. 

The primary problems the next several decades will center around 
the professional specialist. Our present strategy, policies, and practices 
are quite inappropriate the task directing and controlling his 
efforts. Briefly, let see why. 

The first and most important reason the nature the 
contribution the success the enterprise. His work consists essentially 
creative intellectual effort aid management its policy making, 
problem solving, planning, decision making, and administrative 
ities. 

This kind intellectual contribution the enterprise cannot ob- 
tained giving orders, traditional supervisory practices, close 
systems control, such now apply blue-collar and clerical 
workers. Even conventional notions productivity based they are 
concepts effort per small unit time such the hour day 
are meaningless with reference the creative intellectual effort the 
professional specialist. 

addition, the complexity the problems solved, the nature 
the decisions made, frequently will demand collaborative effort 
many professional specialists from different fields ranging clear across 
the behavioral, biological, and physical sciences. But management has 
not yet considered any depth what involved managing 
organization heavily populated with people whose prime contribution 
consists creative intellectual effort. 

Economic rewards are certainly important the professional, but 
there ample research demonstrate that they not provide the 
primary incentive his peak performance. The real managerial task 
with respect economic rewards administer them ways which 
professional employees accept equitable, order avoid dissatis- 
factions and preoccupations which interfere with performance. poorly 
administered, economic rewards can lower productivity below modest, 
satisfactory level; they not appear particularly potent raising 
above that level. 

Much more crucial the professional provided economic rewards 
are equitable are such things as: full utilization his talent and train- 
ing; his status, not only within the organization but externally with 
respect his profession publication and participation the affairs 


professional societies are far more important sources status than mere 
attendance meetings; his opportunities for development within his 
professional career. our elaborate programs, the individual evalu- 
ated, promoted, rotated, and transferred terms the needs the 
organization almost irrespective his personal career motivations. These 
incompatible points view are certain come into conflict profes- 
sional employees become more numerous and more indispensable 
industry. 

The four trends described earlier will necessitate many changes 
traditional managerial policy and practice. Perhaps the primary change 
will deep-seated and long-standing conception managerial 
control. find few managements who are consciously moving the 
direction substituting self-control for externally imposed controls. 
The movement, any, appears the opposite direction, because 
this concept self-control erroneously associated with manage- 
ment. the recognition this capacity human beings exercise 
self-control lies the only fruitful opportunity for industrial management 
realize the full potential represented resources. 

due the forementioned reason above all that believe are 
going see basic, almost revolutionary change managerial strategy 
during the next two three decades. professional specialists become 
the single largest and most important class employees the enterprise, 
traditional strategy will become hopelessly inadequate. Management 
objectives and self-control will inevitably replace management 
authority and externally imposed control. the long run this change 
strategy will affect not only professional employees but all the human 
resources enterprise. 


MOST PEOPLE ARE INDIGNANT about the denial voting rights 
Negroes. Such disfranchisement glaring evil, obvious contrad- 
iction the nation’s moral principles, and such easy react 
against passionately. Yet other forms disfranchisement affecting 
much larger numbers Americans arouse merely public yawn. When 
one tries formulate the rationale behind denying the vote people 
who happen away from home, who are ill, when one asks the 
relevance state local residence voting Presidential election, 
one quickly forced conclude that these are clear cases 
ination law.” 

pollsters have been complaining for years that only two-thirds 
the electorate bother vote and that’s good years. This not only 
limits the democratic process but also inconveniences making 
election prediction more difficult. the 1960 Presidential elections, 


How Lose Your Vote 


Saturday Review, Vol. 44, No. 11, 
March 18, 1961, pp. 14-15 


Elmo Roper 


Public opinion specialist 
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per cent voting-age citizens voted. But those citizens who actually 
met all state voting requirements, larger per cent voted. Clearly, 
changes those voting requirements would more “get out the 
vote” than any amount preaching about the virtues voting 
public opinion pollsters citizens’ groups. 

Around the period any Presidential election certain amount 
public feeling aroused about such potential sources voting injustice 
the Presidential primary and the electoral college. Even the President 
recently wrote off any hope doing anything about the imbedded 
toral college, but perhaps enough public concern remains provide the 
impetus change some outmoded state election laws. Here are some 
changes suggested experts and supported the American Heritage 
Foundation, which might well passed interested groups and 
legislators: 

facilitate the voting movers nation increasingly the 
move, state residence requirements for local, state, and Congressional 
elections should reduced six months and county requirements 
thirty days. Residence requirements for voting Presidential elections 
should pared minimum, and people who move just before 
Election Day should allowed vote either person absentee 
ballot the place they moved from. 


9 


All eligible voters physically unable get the polls should 
allowed vote and register mail. 

Primaries should held late May early June, instead the 
summer, when many people are away vacation. 

Ballots should shortened that voters are not required pass 
judgment candidates they have never heard for offices that logical- 
belong under civil service some other merit system. 

Uncommunicative legal jargon used describe propositions and 
amendments should replaced simple, descriptive language. 

Registration should permanent and registration lists should 
checked annually avoid fraud. 

Paper ballots should eliminated fast possible; voting 
machines some better device should substituted. 

Literacy tests should prepared educators and should 
objective and discrimination-proof. 

can get some the states make some these changes, shall 
our way that age-old democratic dream: universal suffrage. 
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THIS MAY INTEREST YOU 


She Editor 


Until few minutes ago, was going devote all this section 
the subject proxies and proxy contests. Then remembered that this 
issue marks the completion our fourth year publication. And 
there are few words that ought written about the event. 

Don Clark wrote here two years ago, "We have learned many things." 
continued: "We knew that there was great deal trivial, 
inconsequential, irrelevant, poorly written, poorly edited material 
pouring from the presses; but don't think ever fully realized how 
much plain junk was being printed. The amount staggering." And 
still is. have been rather amazed that there are few articles and 
books out the hundreds The Executive look over each month that 
are acceptable for our purposes. 

Almost equally amazing the frequency with which most the good 
literature restricted one two topics given month. For 
example, during the past few weeks most the significant writings 
have dealt with the financial and overseas aspects management. Thus 
the preponderance those types selections this issue. 

Public thanks are owed many for their assistance The Executive 
during this publication year: 

the Faculty the Harvard Graduate School Business 
Administration, many whom have recommended significant articles and 
books for inclusion this magazine, and many whom have taken time 
from busy schedules write the comments that occasionally appear 
after selections. 
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the editors and staff the Harvard Business Review who have 


granted many favors and have offered their experienced advice when 
needed. 

members our Advisory Board who, being executives many 
fields, have contributed valuable suggestions. 

the staff Baker Library who are always hand the moment 
need. 

the authors and publishers whose kind permission was granted 
that could include abstracts their material The Executive. 

the staff the Soldiers Field Post Office who never fail 
most cooperative and helpful many ways. 

the readers The Executive for suggestions, comments and 
criticism. would like hear more from you. 

now may allowed change the subject abruptly proxy 
contests, would like mention book that comes highly recommended 
from number sources. Proxy Contests for Corporate Control 
Edward Aranow and Herbert Einhorn (New York: Columbia 
University Press, 1957. 577 pp.). the authors state the Preface, 
great part our effort has been directed toward giving practical 
assistance have discussed the legal and administrative 
problems detail; and, the various sections that follow, have 
undertaken also point out the practicalities that must 
considered Where possible, have included certain practical 
forms which have been tested actual use." 

Chapter titles Part "Matters Preliminary Contest and 
are: Preventing, Anticipating, and Preparing for Proxy 
Contest; The Stockholders' List Rights and Duties; Legal Requirements 
for Annual and Special Meetings Stockholders. Part II, "The 
Solicitation Proxies," these topics are covered: SEC Regulation 
Proxy Solicitations; Determination the Proxy Form; The Proxy 
Statement and Schedule 14B; Methods Soliciting Proxies; 
Stockholders' Proposals. 

Subjects discussed Part III, "Conduct the Meeting and the 
include: Conduct the Meeting; Voting; 
Classification Directors; Conduct the Election; The Right Vote; 
Inspectors Election and Determination the Validity Proxies. 
The next section, "Judicial Remedies and discusses: 


Proxy Rules the SEC; Private Enforcement the 
Proxy Rules; Remedies under State Law Prior the Meeting; Judicial 
Review Corporate Elections. 

The last part the book contains the following chapters: 
Expenditures Involved Proxy Contest; Management's Right Use 
Corporate Funds; Reimbursement Insurgents from Corporate Funds. 

eighty-page pamphlet, Recent Proxy Contests: Study 
Relations, was published 1959 the Bureau 
Business and Economic Research, Georgia State College Business 
Administration. Written Leland Whetten, the study has its 
purpose "to make comprehensive inquiry into the entire field proxy 
contests, which will show the variety and the relationships the 
forces work; furthermore, these forces will related 
fundamental trends under way American business corporations which 
affect their relations with stockholders." 

nineteen-page discussion entitled The Proxy Battle Challenge 
Relations was written Professor Wayne 
Broehl and published the Amos Tuck School Business Administration 
Dartmouth. the last page there list references which 
thought might helpful mention here: 

American Institute Management, "The Proxy The Corporate 

Director, January 1955, 

American Management Association, Guide Effective 

Stockholder Relations, Research Report No. 21, 1953. 

American Society Corporate Secretaries, Inc., Survey Corporate 

Directors, 1955. 

American Society Corporate Secretaries, Inc., "Analysis 

Regulations," Research Report, Sept. 18, 1953. 
Armstrong, Sinclair, "The Role the Securities and Exchange 

Commission Proxy Contests Listed Companies," address before 

American Bar Association, Philadelphia, Aug. 23, 1955. 

Broehl, Wayne G., Jr., "Are Fights' Management 

Review, August 1955, pp. 515-518. 

Coffin, Tris, "Proxy Warfare May Provoke Tighter Government 

Nation's Business, July 1955, pp. 32-33, 91-92. 

Crum, W.L., Stock Harvard Business Review, 

May-June 1950, pp. 


Frank and Franklin Latcham, Shareholder Democracy: 
Broader Outlook for Corporations, Cleveland: Western Reserve 
University Press, 1954. 

Friedman, Daniel M., "Expenses Corporate Proxy Columbia 
Law Review, Vol. 51, 1951, pp. 951-964. 

Gilbert, Lewis D., "Management and the Public Harvard 
Business Review, July 1950, pp. 

Gould, Leslie, "New S.E.C. Rule Would Impose Censorship News and 
Ads," Editor and Publisher, Sept. 10, 1955, pp. 7-8, 10. 

Hunt, Pearson A,, Program for Stockholder Harvard 
Business Review, 1952, pp. 

Kimmel, Lewis H., Share Ownership the United States, Washington: 

The Brookings Institution, 1952. 

Loss, Lewis, Securities Regulation, 1955 Supplement, Boston: Little, 
Brown and Company, 1955. 

Saunders, Dero "How Managements Get Tipped Fortune, October 
1955. 

U.S. Senate Committee Banking and Currency, Subcommittee 
Securities, Stock Market Study: Proxy Contests (Hearings 
879, 2054), June 1-15, 1955. 

Virginia Law Weekly, Corporate Democracy: Dicta Compilation, Volume 
1953. 

Williams, Charles M., Cumulative Voting for Directors, Boston: Graduate 
School Business Administration, Harvard University, 

Williams, Charles M., "Thinking Ahead: Stockholder Harvard 

Business Review, July-August 1955, pp. 21-30, 156-157. 


Sincerely, 


William Falcon, Editor 


WHAT TRADE does the decade the 1960s demand for survival 
and growth? And what could determined President hope achieve, 
the outside, exploited every possibility his position leader- 
ship? 

the past decade two, deep-seated change has occurred the 
traditionally protectionist views the more highly developed countries 
the world. During this period, has been possible for the twoscore 
members the General Agreement Tariffs and Trade cut deep 
into their import barriers. The Organization for European Economic 
Cooperation managed implement unprecedented Code Trade 
Liberalization. European Coal and Steel Community has been 
achieved and European Economic Community and European Free 
Trade Area have followed. 

The economist’s views trade liberalization would not have been 
sufficient themselves move the mountains which have been shifted 
during the last decade. Economic rationalizations may have been nec- 
essary condition for progress, but political considerations have provided 
essential condition sufficient itself. 

There not much doubt that the principal contribution which 
appropriate trade policy for the United States has make the 1960s 
political rather than economic. critical problem for the United States 
the decade ahead one means another maintain sense 
cohesiveness and common purpose among the advanced countries out- 
side the Soviet sphere. 

One reason for the confusion and uncertainty Western Europe 
not any means the only reason has been the fact that the United 
States has allowed its own policies grow blurred and distorted. Our 
policies the field foreign trade and foreign aid illustrate the point 
acute way. unending series little concessions domestic 
pressures has turned our trade legislation into group ambivalent 
statutes which hamstring the President any effort reduce the trade 
barriers the United States and which constantly threaten force 
him increase the existing restrictions imports. The same ambiv- 
alence has crept into our foreign aid programs, obscuring and confusing 
their objectives. the basis what they see, many countries suspect 
that our foreign aid programs are principally designed collect ad- 
herents our side the cold war, increase the influence American 
business abroad and get rid unsaleable surplus products our 
economy. 

seems unnecessary argue the point that the need maintain 
common sense purpose and possible success among the Western 


democracies more imperative than ever. contribute that unity 


various things will have done. First, need reestablish un- 
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equivocally the fact that there clear direction our long-run policy 
long-run commitment the continuous reduction our trade bar. 
riers for long other developed countries will agree and rapidly 
the problems internal adjustment permit. The reestablishment this 
image needed not only for the general reassurance likely give 
other countries but also for much more immediate and insistent 
reason. the President can cut United States tariffs considerably, may 
possible for time ensure that the two rival trading blocs 
Europe the European Economic Community and the European Free 
Trade Area will also hold down their external trade barriers. 

secure the necessary powers bargain for the reduction these 
trade barriers, however, there would have great changes the 
scope the President’s power reduce American tariffs and the way 
which exercised that power tariff negotiations. the President 
had the power reduce our tariff percent over five-year period, 
without the usual restraints the present escape clause and peril-point 
clauses, this might sufficient bargain effectively with the European 
blocs; but any power much narrower scope would almost surely 
insufficient. 

Assuming that the problems internal readjustment resultant from 
lower tariffs can dealt with, one entitled ask whether the current 
balance-of-payment difficulties the United States may reason for 
holding back from added steps trade liberalization. The answer 
fairly unqualified no. the contrary, seems quite clear that the 
United States stands gain from trade liberalization with Europe 
balance-of-payment terms. European firms have had easy access the 
United States market for some years. Firms the United States have just 
begun acquire equivalent access European markets import 
licensing systems have begun dismantled; and such firms have 
made only beginning the exploitation these markets. 

There are two segments the trade the underdeveloped 
which are especially likely sensitive the creation economic 
unions among the developed nations. One these trade 
factured products certain type, such textiles transistors. The 
other type product which the underdeveloped country has ex- 
port potential is, course, raw materials either their pristine state 
some form early fabrication. Advanced countries not uncommonly 
are also major producers raw materials; what one them does not 
produce, another may. customs union other preferential arrange- 
ment among them could squeeze underdeveloped areas out their ac- 
customed markets. 

There need for participate actively and constructively the 
development regional trade arrangements among the underdeveloped 


nations. The nature our participation should shaped the recog- 
nition two three hard facts. One the pervasive role monopoly 
oligopoly the modern sector most these countries, situation 
which runs from the granting credit through the marketing 
products. The other the insufficiency individual national markets 
support many types modern industry encourage the various spe- 
cializations necessary for increased output. 

far have been looking the trade relations the United States 
with countries outside the Soviet bloc. What about our trade relations 
with the state-trading countries the world particularly those which 
comprise the Soviet bloc? Today clear that other friendly countries 
have every intention expanding their trade with state-directed and 
state-trading economies such those the Soviet bloc, spite the 
feeble United States pressures still being exerted them. The first step 
for the United States ought that clearing its statutory decks for 
constructive action. seems reasonably clear that the approach pursued 
our Export Control Act and our Battle Act almost dead letter. 
These acts should used only for the control arms, ammunition and 
implements war trade with the Soviet bloc, not for that broad 
range industrial products which now attempt apply it. 
would also useful amend the Trade Agreements Act that the 
President would able suspend, his discretion, the provisions 
requiring trade discrimination against the Soviet bloc. 

With these powers hand, the President could aggressively try 
develop reasonable trade relations with the bloc. all likelihood, 
would have move two fronts. would need learn what ground 
rules our friends are prepared accept basis for such trade; and 
would have try learn the enigmatic intentions and desires the 
Soviet bloc the trade field. 

common thread runs through all these proposals, coloring our sug- 
gestions regarding trade with Western Europe, trade with the under- 
developed nations and trade with the Soviet bloc. nation, have 
been two minds. have punctuated our bold moves engagement 
with incongruous counter-moves disengagement; have reduced 
tariffs while imposing import quotas; have increased our aid while 
enlarging the conditions its use which would protect our agriculture 
and our textile industry. result, appear the reluctant dragon 
powerful yet afraid. What have shed fear fear the loss for- 
eign exchange, fear the ability our domestic industry respond 
its opportunities and its problems, fear the tactics the Soviet trader. 
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THE suBJECT the role private enterprise national defense 
one. are perceptible undercurrents, rumblings loud 
enough heard, loud enough cause all pause for moment 
and ask whether not the American free-enterprise system properly 
geared serve the national interest well itself. 

There apprehensiveness the Department Defense regarding 
the cost military equipment. There widespread feeling that industry 
could cut these costs really put its shoulder the wheel. There 
another school opinion that takes the view that industry indulges 
considerable waste, produces material less than satisfactory quality 
and reliability all perpetuate itself. 

Many observers who classify themselves practical men par excellence 
are becoming alarmed the rising cost maintenance. There sub- 
stantial information available showing that maintenance costs the 
Department Defense are rising steeply that there good reason 
concerned about the future. would seem that these costs stem, 
among other causes, from less than satisfactory quality and reliability. 

should like pose this question: our free enterprise system its 
relation defense truly less effective than might be, what the 
cause this alleged malaise? May suggest tentatively that may well 
that the free-enterprise system the defense environment has lost 
some degree three its most vital, dynamic, and distinctive character- 
istics. These are (1) competition, (2) the prospect profit, and the 
risk loss. 

The Department Defense has reason concerned with the 
economics defense. must assure itself and the public that costs are 
not generated industrial self-interest and reflect genuine concern 
improving our defense capability. Unless control production costs, 
unless control the root causes spiraling costs, will hard-put 
financially maintain the weapons systems are now producing. 

first suggestion that top-level management involve itself more 
deeply, with heart and mind, the whole process which components 
and systems are described, produced, and tested. Management and 
Government must exert care assure that contractual understandings 
define clearly, and forthright, explicit, technical, and mathematical 
language, what the consumer expects and what the producer expected 
deliver terms performance, particularly life expectancy. This 
alone could have the effect improving the military-industrial climate. 

should like recommend also that management take penetrating 
look production engineering and testing operations determine 
whether proper provision made review designs for accuracy and 
whether expenditures for testing and testing facilities are really essential 
and truly pertinent contractual requirements. These are two areas 
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which are contributing substantially spiraling costs. There good 
reason for saying that much our cost stems from the and fix” 
concept rather than from sober and concentrated attention detail. 

Management also might control more firmly the total process design 
and redesign. There reason suggest that repeated redesign and 
retesting are exploited serve the interest perpetuating bureaucracy 
and for generating industry. 

are preserve our industrial and economic strength, improve 
our defense posture, and build the security must have, there must 
confrontation the problem face; namely, that cannot 
continue build security unless the spiraling costs military equip- 
ment are restrained. The issue whether industry presently oriented 
and geared, fully and effectively, exploit its own inner dynamism and 
thus serve better the national interest well itself. 


THE PURPOSE THIS ARTICLE suggest some the reasons why 
often fall short the practical requirements for good capital bud- 
geting, and make suggestions for improvement: 

Market demand. Market data the basic information for estimat- 
ing the rate return investment. The simple, but often dangerous 
assumption that capacity production can sold throughout the life 
the project should never accepted without adequate supporting evi- 
dence. necessary obtain sound estimates the total market, the 
intentions competitors and the share market that can achieved. 

Cost-price trends. The demand that has measured dynamic 
demand over time, not only now. has related prices. 
Careful consideration should given the extent which possible 
divergence the trends prices and costs may affect future earnings. 

Incremental costs. Costs needed capital budgeting are often 
different from those cost accounting and financial statements. 
the first place, only costs which change the investment made, com- 
pared with those that will incurred not made, are needed. 
These are incremental marginal costs. They include both short-run 
costs within the framework existing plant capacity and long-run costs, 
well the so-called “fixed” costs which increase when operations are 
expanded. The latter are often not evaluated they should be. There 
tendency assume that they will not change when operations are ex- 

Secondly, with the more refined techniques for calculating return 
investment, only cash costs are needed. the timing cash outlays 
and cash revenues which are the determinants investment worth. 
Thirdly, future costs that are relevant. Past costs are only useful 
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insofar they provide sound basis for projecting the future. 

Capital costs. Care and skill are needed obtain reliable data 
expenditures for plant and equipment. Historical engineering data, 
standard engineering estimating techniques and firm quotations, when- 
ever possible, are valuable aids. 

Economic life. One the most difficult estimates that the 
economic life the equipment. is, however, crucial investment ap- 
praisal. conditions are too uncertain obtain reliable estimate, 
often possible and helpful specify, with sufficient accuracy, that 
equipment will last minimum many years. 

Supply and cost capital. There are usually advantages ap- 
praising the economic attractiveness projects independently the 
method providing the necessary funds. ‘The two sides the equation 
can then matched treasury level and above. 

Two points appear only partially understood. The first that 
often new capital can raised only large blocks and infrequent in- 
tervals, whereas project proposals may require expenditures different 
times. The two flows need reconciled. Also, bond indentures may 
include restrictive clauses limiting future capital expenditures. Second- 
ly, usually sounder consider the cost both equity and debt 
capital the proportions appropriate the type company concerned. 

When information the above kinds has been assembled, fully and 
realistically possible, how should the benefits arising over the whole 
life project related the initial expenditure? There now wide- 
spread acceptance that the future cash revenues (sales less costs) 
which should related the capital expenditure. Furthermore, new 
methods have recently been developed for measuring the return in- 
vestment. They are based the same compound interest formulae that 
are used investors for the calculation of, say, bond yields, exact- 
the same way the The spread between the two 
rates, therefore, provides accurate gauge the safety margin available 
for risk factors. the logical yardstick for management consider 
deciding whether accept reject expenditure proposal. 

addition, the newer methods investment appraisal are more 
sensitive than the older ones. They give due weight the fact that 
earnings are more valuable received earlier than later, and also 
accurately reflect the effect diminishing balance depreciation taxes 
payable. 

For most practical purposes rate return based the discounted 
cash flow, and compared with the cost capital, the best tool now 
available for investment appraisal. most cases, only necessary 
measure the rate return estimating the incremental sales and costs 
over and above those arising from present facilities; but this may not 


always adequate. Similarly, there are often different ways carrying 
out project requiring different capital expenditures and yielding 
different profits. worthwhile checking whether the additional profit 
from each additional capital expenditure yields satisfactory return. 
Furthermore, the rate return from owning compared with leasing 
should often examined. 

useful measure how much different estimates of, say, costs 
alter the expected return investment. Similarly, data also useful 
for estimating the effects changes price volume. The return 
investment capacity production, and the level production which 
operations would just break even, are equally important data for 
management. 

One the commonest reasons for inadequately-prepared appropri- 
ation requests simply lack knowledge what required. ad- 
dition, difficult arouse sufficient enthusiasm for sound estimates 
economic life and penetrating projections future earnings. More- 
over, some capital expenditure proposals are highly subjective. Pet 
projects are sometimes individual managers. Busy execu- 
tives often fail turn back inadequate reports for amendment, 
give the required coaching their staff. 


EQUIPMENT LEASE FINANCING becoming more and more common- 
place the United States. Leasing, course, not new. What new 
the fact that almost anything can now leased, such manner 
that the difference between leased equipment and owned equipment 
negligible, and the decision own lease almost entirely 
financial decision. The object this article examine the so-called 
“straight term” equipment lease now being used frequently, and 
explore the desirability such leases from the point view the user 
the equipment. 

Probably about half the large corporations the United States 
lease equipment directly from manufacturers; from leasing compa- 
nies; from factors finance companies and their subsidiaries; from in- 
dividuals acting lease brokers. Regardless who the actual lessor is, 
however, the money used finance the equipment comes principally 
from commercial banks, insurance companies, and pension funds 
endowment funds. 

Besides the short-term lease and the lease-purchase there third type 
lease called the term” lease which covers period equal 
about per cent more the useful life the equipment. Over the 
period the basic lease, the rental payments will equal the purchase 
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price the equipment plus the financing charges other words, the 
lessor gets his money back plus interest. The lessee pays for all 
nance, insurance, taxes, and similar expenses, although certain cases 
the lessor agrees service the equipment. 

lease financing really new method financing, merely 
variation borrowing? The author inclined agree with the latter 
view. The lessee enjoys the same use the equipment over its useful 
life owned it. makes regular payments which are basically 
equivalent the interest and amortization payments for other types 
debt. The ability lease, like the ability borrow, based principally 
the lessee’s credit rating. There are differences from the point 
view taxes, but these are often negligible importance under the 
1954 Code. Another difference between the lease and debt their 
treatment liabilities case bankruptcy reorganization. bank- 
ruptcies, the lessor’s claim generally limited one year’s rent, and 
reorganizations limited three years’ rent, but only the trustee 
rejects the lease. the other hand, course, the debt holder would 
allowed claim the full principal amount owed him. Once this 
undesirable situation reached, however, the difference between the 
lease and conventional debt probably little consolation the 
lessee. The main difference between using debt buy equipment and 
leasing the equipment, the author’s opinion, lies the fact that 
the former case both the asset and the liability are reflected the 
balance sheet, whereas the case lease, nothing shown the 
balance sheet, or, best, the fact that the lease exists appears brief 
footnote the balance sheet. Because this sheet difference,” 
lease obligations may overlooked not fully understood 
prospective lenders, and greater capacity (debt plus 
lease) achieved the lessor. some cases, this situation may come 
about result using lease financing after having already borrowed 
from other sources, unless the lenders prevent this clause the 
loan agreement. 

The principal advantage lease financing over borrowing which 
currently advanced its superiority from the point view cash 
flow other words, makes more cash temporarily available the 
user. the borrowing capacity firm not adequate meet all its 
needs, can leasing used finance equipment without impairing the 
firm’s borrowing capacity? Can this borrowing capacity saved 
finance other needs? The answer conditional Suppose 
corporation’s bank willing lend $200,000 term loan basis. 
this company can obtain another $150,000 worth equipment through 
leasing without impairing its ability get the term loan, very 
sible that the company will benefit from leasing, because will able 


more rapidly without resorting the sale stock assuming 
the banker does not realize that lease financing form 
debt. 

Turning the cost straight term leasing, find that financing 
charges included the rental payments usually amount per 
cent simple interest. This more than the normal cost bank in- 
surance company credit, the normal interest rate debt securities. 
The financing costs leasing are comparable the charges made 
finance companies under similar circumstances. the financing cost 
leasing greater than costs funds from some other sources, why 
then firms use leasing? The principal answer this question 
probably that firms use leasing supplement bank and insurance 
company debt (if available) rather than substitute. 

Equipment lease financing will probably continue grow popular- 
ity, but becomes more important method financing, lenders will 
tend realize more fully that leasing form debt, and this hap- 
pens leasing will lose its foremost advantage. Accountants have been 
studying the treatment long-term leases balance sheets, and 
possible that some day recommendation the accounting profession 
will cause firms follow the practice capitalization straight term 
equipment leases. this comes about, both the equipment and offsetting 
lease liability will appear balance sheets, much the same way 
railroad equipment leased under equipment trust financing appears 
the balance sheet the lessee. this point, the amount lease financ- 
ing will probably level off, although will undoubtedly remain with 
acommon means financing equipment. 


RESULT the panic created the sudden outflow gold from 
the United States the latter half 1960, there were highly dangerous, 
ill-informed attacks the very business practice that can help solve 
our balance payments problem and strengthen our position the 
world economy. refer direct, private investments U.S. manu- 
facturing companies. 

These attacks have failed distinguish between two kinds foreign 
investment. One investments made industry labeled “direct 
foreign investment” the Department Commerce. All investments 
made U.S. corporations are labeled “direct” long they are 
made enterprises least per cent owned the U.S. corporation. 
The second kind all other private foreign investments, including 
those made individuals. These are called portfolio investments, and 
are private investments foreign securities and time deposits 
foreign banks. 
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Portfolio investments during the last decade, except for 1953, have 
resulted net outflow dollars. contrast, every one those 
years the annual inflow income from foreign investments made 
U.S. industry has been greater than the outflow funds minimum 
$200 million and maximum $1.1 billion. 

sum, U.S. industry helping balance our international accounts 
investing abroad. The inflow dollars stemming from these in- 
vestments the form dividends, interest, fees, and royalties greater 
than the outflow capital. 

This record made possible partly because profits earned abroad and 
reinvested abroad are not calculated our balance payments and 
rightly so. Another reason that U.S. industry obtains income-producing 
assets abroad exchange for its patents, skills and know-how. also 
finds local sources capital especially loan money substitutes for 
capital cut down the export U.S. capital. Hundreds U.S. firms 
have cut their export investment dollars the bone. They have bor- 
rowed from local banks and other financial sources, obtained U.S.-owned 
foreign currencies under Public Law qualified for local government 
grants and loans, and negotiated with governments for low-priced 
leases plants constructed their specifications. Reinvestment 
foreign earnings new expanded foreign ventures commonly 
practiced leading U.S. manufacturers. 

There are many reasons why the accumulation such funds 
wealth-producing assets abroad better for the U.S. and its balance 
payments than storing equivalent amount gold Fort Knox. 
Direct investments abroad provide immediate and constant return 
the 

Such investment saves old jobs the U.S. held workers producing 
for export and often creates new ones. This because U.S. invest- 
ments are rarely, ever, made abroad the expense U.S. exports. 
Rather, they are made when exports become difficult impossible. 

Price competition, distance from the market, transportation and other 
cost factors, the different consumer tastes design and style, all these 
and more make export less-than-adequate method cracking European 
and other foreign markets for many U.S. manufacturers. The need for un- 
trammeled investment activities abroad U.S. corporations goes even 
deeper. stay top, U.S. industrial concerns must evolve system 
production and distribution based squarely locations where supplies 
can best obtained and from which customers can best served. 

Progressive firms not wait for Europe’s trade barriers disappear 
facturers can, right now, take advantage tariffs and quotas within the 
Economic Community and the European Free Trade As- 


sociation, between them. The firm that starts ignoring national 
boundaries the greatest extent possible today the one that will im- 
prove its position most rapidly. 

brief, earn our way the world must sell Europe and 
Japan, and for many products the only route sales production 
the spot. would most unwise put any kind damper U.S. 
investments this crucial moment when Europe undergoing second 
industrial revolution. Such action would not merely damage our im- 
mediate balance payments situation; would economic suicide. 


THE MAXIMUM PROFIT the multinational corporation has auto- 
matically been considered the sum the maximum possible in- 
dividual country profits. For the true world enterprise this not 
necessarily so. The flow raw materials, parts, semifinished products, 
and finished products between countries service choice markets 
lowest cost can minimize even extinguish individual country profits, 
and distinguishing feature the world enterprise. 

The key successful world-wide operations precise knowledge 
where all profits arise. And here, the very complexities world 
enterprise tend obscure the picture. Careful study and continual 
review company’s statutory structure can pay off many times over 
dollars saved. However, though they are highly important, profit and 
loss statements for each statutory entity are arbitrary figures. 
They bear little relation actual costs and operating profits the 
company whole. 

Operating reports which follow the normal principle reporting 
responsibility country-by-country basis are the most common form 
report. From the host country’s point view, profit and loss reports 
local operation form the very least the basis for taxation, and 
provide realistic measure the corporation’s contribution the 
country’s economy. But from the parent companies’ point view the 
country presidents’ operating results may largely meaningless. 

How then can company keep track intercountry costs and profits? 
The answer lies somehow cutting through the arbitrary and fictional 
cost picture created statutory and operational figures. Some 
controllers have tried bypass the problem preparing special ex- 
planatory corrective reports that give top management some approx- 
imation the over-all profits. Such system useful but flawed. 
top managers try dig into the details these special reports, they 
almost immediately become enmeshed confusing mix highly 
technical details. 


Tracing Profits Overseas 


The Controller, Vol. 29, No. 
March 1961, pp. 118-119, 122, 
159-160 


John Woodthorpe 


Associate with McKinsey Co., 
Inc. and specialist inter- 
national organization and 
financial controls 


(31) 


What both top managers and line managers need system reports 
which accurately reflect actual operations and which they can use help 
them think through the evolutions and interactions their 
One system that has been found effective follows. Far from being revolu- 
tionary concept, its strength lies its reversion basic principles. 
The first step the process break down each country’s operations 
between revenue centers, work centers, fiscal centers. 

Revenue centers are where revenue finally accrues the enterprise. 
They are the points which sales are made customers, distinct from 
intra-enterprise transfers between companies countries. Cancelling 
out these and their offsetting “costs” normal step the 
preparation any consolidated financial statement. Determining real 
revenue also the first step towards establishing the real profitability 
individual markets and products. 

Work centers are those locations which add value goods either 
processing, assembling, distributing, and marketing them provid- 
ing services. The costs these centers added any raw material costs 
become the costs the enterprise goods services sold. 

Fiscal centers are those locations where appropriations earned 
anticipated profits are made without any value being added goods 
services. These appropriations may result either from the syphoning off 
profits levying service charge from taking markup goods. 
they may result from the payment income taxes imposed the 
country which the work center revenue center located. 

Having identified the revenue, work, and fiscal centers the world 
enterprise operations, the next step build profitability product 
for each revenue center: 

Identify revenue, total and per unit, for each market product. 

Deduct from revenue the costs incurred making the sale and 
moving the product from the actual point manufacture the custom- 
er. Although there are exceptions, taxes statutory profits both 
selling and manufacturing countries normally will treated cost 
and deduction from revenue. Now necessary fix the profitability 
plants because differences between plant manufacturing and raw 
material costs. 

Develop manufacturing product costs for each plant based the 
true costs incurred. That is, include true cost any raw materials, 
semifinished parts, etc., which are transferred from another company- 
owned operation. The completion this step match appropriate 
costs with their reduced revenues arrived step From this can 
derived comparative profitabilities plants. Throughout all these cal- 
culations, transfer prices and profits syphoning are ignored. Only 
revenue arising from sales outside the enterprise and costs actually in- 


curred are used. 

Develop return investment data for markets products. Re- 
investment must now calculated, since profit and investment 
may easily disproportionate. the completion this step manage- 
ment should position rank its market and products order 
their profit contribution the total enterprise and their individual 
return investment. 

most industries the identification the most profitable markets 
and products will normally followed every effort exploit these 
markets and products. However, many cases there must full 
evaluation the impact the whole enterprise capitalizing upon 
apparent profit opportunities. 

Experienced world enterprises have found three areas where caution 
must exercised. First, most countries cannot told the same way 
American sales division can told that these are your objectives 
for the next year. Second, the Department Justice carries its antitrust 
inquiries way beyond the American shores. Third, optimum require- 
ments the system may mean that the over-all greatest profit achieved 
through one country’s actually showing loss. However, most countries 
require profit shown foreign corporations, and will only 
recognize loss that clearly arises from market conditions. 


HUNDREDS BUSINESS MEN start looking for plant sites each year 
and get caught the middle gigantic tug-of-war. Pulling one 
side are all the undeveloped communities that want industry. the 
other: all the towns and cities seeking new industry 
replace business that has moved away. Few good areas, even the South 
and West, have escaped the industrial invasion the past decade. Prime 
plant sites are, comparatively speaking, few and far between and difficult 
find. 

Adding the selection problem, the lures dangled local community 
development groups have multiplied number and variety. Today 
there are roughly 10,000 organizations, big and small, competing the 
free-for-all win new industry for their respective communities. Few 
business men have the time absorb, much less analyze, the welter 
promotional data which deluges them. 

It’s still too early tell how much bait the Federal Government will 
dangle interest companies regions been shunning. The 
Kennedy Administration pushing legislation, based the Douglas 
Committee report, for multi-faceted aid distressed areas. Encouraging 
industry build and expand pockets chronic unemployment will 
major purpose the bill. passes, the Government will offer 
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technical assistance blighted areas help them analyze the advantages 
they have offer. But, even the bill passes Congress, there ample 
evidence that will not have much effect building plans, 
For one thing, the aid designed help create new enterprises, yet 
most the thousand-plus new plants built annually are constructed 
part existing industrial complexes. Few replace older plants aban- 
doned elsewhere. Fewer still are put brand new companies 
make entirely new products for established companies the two cate- 
gories industry that will benefit from the Administration’s bill. 

the new Department Urban Affairs that being talked 
Washington becomes reality, the cities will probably get Federal aid 
their efforts retain industry. There are signs that the grass outside the 
city limits longer looks green lot companies. result 
steady migration the suburbs, land prices there have risen 
astronomically. Parking thousands employees’ cars problem the 
company automatically acquires along with its choice suburban site. 

Five years ago, when one company had give its leased property 
the Bronx, Y., the company was wooed property tax morato- 
riums nearby Connecticut, and also the absence business and 
personal income taxes New Jersey. ended building new plant 
eight-acre golf driving range right the Bronx because half 
its engineering refused leave the city. Said the vice president 
the company, “People are the heart our business. You don’t mind 
paying little bit more taxes, little bit more construction costs, 
because you want progress got have the right people.” 

This one example the equation that each site-seeking company 
has figure out for itself. one industry, the human factors will 
mine where move. another, decision hinges other 
factors, such available resources. 

Few the boosters who tout their communities’ industrial potential 
are much help supplying detailed data. The underdeveloped towns 
are long adjectives, short specifics. One failing small town 
development groups that they don’t know what industry wants. Small 
towns want business take some the tax burden and provide new 
jobs, but they aren’t ready accept the responsibility that goes along 
with new manufacturing. Many them have not changed their obsolete 
building codes enable companies use the latest lower-cost building 
techniques. Others don’t realize that they must provide community 
services such sewerage, lighting, schools, and good access roads. 

When industry-hungry town goes for tax concessions get new 
business, can mean trouble for the industries already there. Companies 
that settled municipality before the benefits were available are, 
effect, partially subsidizing new industry through higher property taxes. 


Companies that take advantage the concessions face the prospect 
returning some the subsidy the form higher property taxes when 
the concession ends. Then will their turn subsidize newer ar- 
rivals one whom may competitor. 

The intense competition among communities for new plants has 
resulted unethical practices. that, avoid the possibility 
building plant uneconomic location, best make sure that 
any outside agency hired for location study isn’t also working for the 
community recommended. Picking good site one the most im- 
portant decisions the life company. today’s industrial world, 
also one the most exacting. 


ALL OVER THE FREE WORLD the economic objective governments ought 
release sufficient purchasing power into their economies keep 
their productive capacity running the limit what possibic with- 
out inflation. present, very many countries are running production 
below their full economic capacity because their shortage one 
particular form purchasing power; that is, foreign exchange. the 
gold and foreign exchange reserves all countries were doubled 
purchasing power stroke the pen, then many governments, even 
without changing their proper stand against domestic inflation one 
whit, would decide restimulate activity their economies more 
than they are now doing. This has probably been true some stage 
the past five years almost every major free country, except Germany, 
which has sufficient foreign exchange, and which has for many years been 
greatly expanding its production. 

Total world holdings foreign exchange present amount some- 
thing like $73 billion, made three main components: $38 billion 
gold, $21 billion foreign currencies (overwhelmingly dollars and 
sterling) and $14 billion drawing rights the International Mone- 
tary Fund. Now, perfectly possible devise several ways whereby 
these reserves $73 billion could doubled overnight. One simple way 
would increase drawing rights the IMF from $14 billion $87 
billion, merely writing down that new figure its books. second 
way would increase the value international gold reserves from 
$38 billion over $111 billion trebling the price gold terms 
every currency. But this second way would bring the biggest immediate 
benefits (a) countries that hold lot gold already; (b) countries 
that produce gold; and (c) individual speculators who have been hoard- 
ing gold the hope that the world may eventually driven just some 
such step. These are not the countries people whom one would most 
wish benefit. the better method would seem the first one: 
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increase everybody’s drawing rights the IMF, though not 
necessarily the sort amount mentioned above, and certainly not 
necessarily for every country equally. Instead this might 
nity give specially large new drawing rights, under certain conditions, 
underdeveloped countries the major part new scheme 
generous world aid them though should always remembered 
that the primary purpose the operation would underpin the key 
currencies themselves. 

What are the objections? Two sets are heard. The first comes from 
those who say that resort the printing presses would cause irrespon- 
sible inflation all round. There would nothing automatic about this 
threat, for the largest conceivable increase international exchange 
reserves would still equal only very small direct increase the 
total purchasing power that shows itself within the national incomes 
all IMF members. But there would certainly contingent risk. Once 
all countries felt less worried about their reserves, many would start ex- 
panding their domestic spending more voraciously. 

The second set objections artificial increase world liquidity 
comes from those who argue that the existing degree liquidity would 
quite all right, only were properly used only those charge 
the key international currencies co-operated prevent flights hot 
money from one the other. There very great deal this argument; 
but can become excuse for inaction people who underestimate 
the difficulties that these key currency countries now face. 

One the difficulties about IMF drawing rights that they have 
tended used purely last line reserve, drawn upon only 
countries that have fallen into exchange crisis. Mr. Selwyn Lloyd 
has said that future Britain will not hesitate ask for standby 
facilities soon needs them, and President Kennedy said that the 
United States would the same. But country such the United 
States, which settles all its external transactions dollars without any 
exchange controls, finds difficulty the fact that its drawing rights are 
expressed terms other currencies which its importers investors 
not directly use; indeed, lot them are inconvertible currencies 
which are use anybody reserves. These difficulties can 
circumvented, but they remain barrier the way prompt recourse 
the pool liquidity the IMF; the IMF could issue its drawing 
rights terms some newly created measure value with definite 
name such bancor unitas, Lord Keynes originally proposed 
certain these psychological difficulties might removed. The world 
could then find itself with new key reserve currency asset, and all 
sorts intriguing possibilities for experiment, arbitrage and making 
better use the world’s pool liquidity might opened up. 
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